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KEY ECONOMIC INDIGATORS - BAHRAIN 
(All values in Million U.S.$ unless otherwise noted) 


1972 1973 1974 


INCOME AND PRODUCTION 
GNP at current prices 388 400 
Per capita GNP - 1,250 
State Budget 229 
Crude 0il Production 

(Million U.S. Barrels) 27 25 
Crude 0il Runs to Refinery 

(Million U.S. Barrels) 90 92 
Average Unemployment Rate 3% ~ None 


(Sources: Ministry of Finance, Statistical Bureau; Ministry of Commerce, 
Agriculture and Economy ) 


MONEY AND PRICES 
Money Supply - 397 (as of September 1975) 
Currency in Circulation - 59.7 (as of September 1975) 
Money Market Conditions (as of December 1975) 
Description: 

Rediscount Rate No Market 

Prime Short Term Rate 8 

Discount Trade Paper 83-9% 

Bankers Acceptance Commission - No Market 

3/5 Year Bank Term Loan Rate No Market 


Yields: 
Short/Medium and Long Term Govt. - No Market 
Personal Loan Rate - 9% 
Sight Discount Rate - No Market 


Time Deposits: 
30 Days 43-54% 
90 Days 52-6% 
180 Days 6-63% 
Interest on Savings Deposits - 3% 


(Sources: Bahrain Monetary Agency; First National City Bank) 


BALANCE OF PAYMENTS AND TRADE 

(as of September 1975) 1973 1974 1975 
Gold and Foreign Exchange Reserves N.A. N.A. 153 
Balance of Payments N.A. N.A. N.A. N.A. 
Balance of Trade (see Note) -153 -173 -266 -282 
Exports (including re-exports ) 72 185 132 164 

FOB U.S. share thereof 4% 5% 2% 2.4% 
Imports, CIF 288 315 319 453 

U.S. share thereof 13% 18% 18% 16% 


(Sources: Bahrain Monetary Agency; Ministry of Finance, Statistical Bureau ) 
Note: Export and Balance of Trade statistics do not include oil) 
po 





SUMMARY 


Like most of its neighbors in the Gulf region, Bahrain has experienced 
an unprecedented economic boom in the past three years. Unlike its 
neighbors, however, Bahrain has experienced declining crude oil 
production during the past several years and, in the absence of new 
discoveries, reserves are expected to be exhausted in fifteen years. 


Given that prognosis, Bahrain began several years ago, with an urgency 
not felt in neighboring states, to diversify its economy by: (3 de- 
veloping an aluminum industry utilizing abundant natural gas; (2) utilizing 
its good geographic location and relations with other oil states to be 
selected as site for the Organization of Arab Petroleum Exporting 

Countries (OAPEC) dry dock, which will foster development of a 

significant ancillary industry related to ship repair; (3) developing 

its potential as a regional service center not only for petroleum and 
construction related activities but also in banking, commerce and 
transport. 


Imports from the United States continue to increase noticeably each 

year. In 1974 the United States was, for the first time, Bahrain's 

major supplier (with 18% of the local imports originating in the U.S. 
worth about $80 million). In 1975 the U.S. appeared to be again leading 
the traditional chief supplier of the Bahrain market, the United 

Kingdom, with total sales Still increasing at an impressive rate. 


Although somewhat less vigorously than in the past, the Government 
still promotes foreign investment in Bahrain and there are real, 
immediate opportunities in the fields of housing construction, dredging 
and other engineering joint ventures as well as an increasing local 
market in such items as foodstuffs, clothing and cloth, automobiles and 
heavy machinery. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


OVERVIEW 


Domestically there are two pressing economic problems on the Bahraini 
horizon: housing shortages and inflationary trends. The Government of 
Bahrain is publicly committed to a serious attack on both problems. 
Current plans call for about two thousand middle and low-income housing 
units (roughly, $30-50,000 each) to be built annually for the next 
decade. As much as $75 million each year is expected to be budgeted 
for this purpose. The Government is actively seeking foreign involve- 
ment, both in terms of consultancy and construction, in its housing 
program. The second major problem, inflation, is even more difficult 
for the Government to control since Bahrain is almost totally dependent 
on imports. On some items considered of basic consumer interest 
(foodstuffs and some services, such as taxi fares), the Government has 
begun to restrict profits and subsidize merchants to keep prices stable. 


The construction industry is booming in Bahrain, continuing a trend 
which began soon after the 1973 rise in petroleum prices triggered the 
regional boom. Construction of office and hotel space, high-cost 
private housing, and major public infrastructure projects such as port 
expansion, desalination and power plants, and a sewage system is 
strikingly visible almost everywhere on the island. As a result of 
this boom, there is no unemployment among Bahrainis willing to work 
and there has been an increasing need to import labor from other 
countries. 


Since Bahrain's oil is expected to be depleted in fifteen years at 
current production levels, the Government has for several years vigorously 
promoted other industries and services in order to diversify the 
economy. Although, in the absence of corporate and personal income 
taxes, 85% of the government's revenue still comes from oil, the 
economy has ceased to be narrowly based on oil. Since 1971, the 
Aluminum Bahrain has been successfully exporting aluminum ingots, 
produced from imported bauxite. A major dry dock project, financed by 
the Organization of Arab Petroleum Exporting Countries (OAPEC), is 
expected to be fully operable by 1977-78. These two major industries,, 
coupled with petroleum refining, are expected to make up the basic 
industrial units for the foreseeable future. 


Tangential to this industrial diversification has been an effort 
pursued most effectively in 1975 to establish Bahrain's position as a 
regional banking center. International banks, including several 
American banks, have responded with enthusiasm to the Offshore Banking 
Unit program, which essentially hopes to establish an Arab money market 
(somewhat on the lines of Singapore's), and are rapidly opening offices 





in Bahrain. Coupled with the banking plan is the more traditional 
Bahraini role as regional servicing center for petroleum-related 
construction firms which, as often as not, have their main offices in 
Bahrain. Bahrain continues to be a Gulf, and to some extent Middle 
East, transportation center with convenient air connections to most 
major world cities. Entrepot trade continues to contribute to the 
local economy; about thirty percent of the goods passing through 
Bahrain's port are re-exported in the Gulf region. There has also been 
some shifting of Middle East regional offices to Bahrain following 
Beirut's serious security problems of 1975, but the overall impact of 
these moves is yet to be assessed - or fully known. 


STATE BUDGET 


Bahrain's 1975 budget showed revenues of about $340 million and it is 
expected that the 1976 budget will be marginally higher. While 
Bahrain's budget is thus modest by Gulf regional standards, it marks 
very significant annual increases over the past five years, e.g., the 
1972 budget was $59 million; 1973, $86 million; 1974, $229 million. 
In the 1975 budget, 85% of the Government's revenues come from oil, 
primarily from BAPCO crude oil production in Bahrain and sharing with 
Saudi Arabia of the Government take from the off-shore Abu Safa field 
in ARAMCO's concession area. Other sources of revenue include airport 
and seaport taxes and fees and customs duties. Loans from Abu Dhabi 
and Kuwait were also important items in the budget. 


Almost fifty percent of the 1975 budget is allocated to "capital 
expenditure", largely infrastructure for the civil sector of the 
economy. Of the remaining fifty percent for current expenses, the 
Health Ministry receives ten percent, the Education Ministry fourteen 
percent and the security establishment (Interior and Defense) nineteen 
0 In addition, four percent goes to the Amiri Court (Privy 
Purse ). 


Despite the Government's dependence on oil revenues for its budgetary 
purposes, the economy of Bahrain is significantly diversified, 
particularly in comparison to most of its regional neighbors. The 
services, construction, and non-oil industrial sectors are important 
parts of the local economy which, because of the lack of corporate and 
personal taxes, do not show up in budgetary figures. For the same 
reason, the Embassy estimates the GNP of Bahrain (as well as the per 
capita income) to be somewhat higher than those Government estimates 
noted above. 





INDUS TRY 
A. OIL 


Production of oil in Bahrain has been gradually declining for the past 
several years. It averaged about 60,000 barrels per day in 1975. 

This results in an income for Bahrain which is modest by regional 
standards but which is radically increased from earlier times. The 
Bahrain Petroleum Company (BAPCO) and the Government of Bahrain reached 
agreement in 1974 by which the Government acquired a sixty percent 
ownership of BAPCO's gas and oil facilities. The Government has 
announced its intention to achieve 100% "participation". The BAPCO 
refinery remains 100% CALTEX-owned. It processes about 250,000 
barrels per day, most of which comes by pipeline from Saudi Arabia. 
Bahrain and Saudi Arabia also share the revenues from an off-shore 
field, Abu Safa. 


B. ALUMINUM 


The Aluminum Bahrain (ALBA) smelter has been producing aluminum ingots 
since 1971. In 1974 production levels reached the rated capacity of 
120,000 tons per year. ALBA is the second largest industrial employer 
in Bahrain and has proved an important training ground for Arab, 
particularly Bahraini, labor in an industrial setting which is often 
unpleasant and always demanding. Bauxite is imported from Australia 
and ingots are exported to Japan, China, Brazil and Argentina. Now 
owned 79%by the Government of Bahrain, ALBA has the private sector 
participation of two companies, including Kaiser Aluminum (17%). It 
is hoped by government planners that ancillary industries using aluminum 
products, particularly in construction-related small industries, will 
begin to develop around the ALBA complex. Such development, however, 
has been slow to take place. 


C. DRY DOCK 


The third industrial pillar of Bahrain is OAPEC's Arab Shipbuilding 
and Repair Yard (ASRY), which is currently under construction. When 
fully operational in 1977-78, ASRY will repair and maintain the giant 
VLCC tankers which carry the bulk of oil from the Gulf to all parts of 
the world. The construction and initial management consultant for 

the dry dock is LISNAVE of Portugal; the $138 million construction 
contract was awarded in late 1975 to the South Korean firm Hyundai. 


D. INDUSTRIAL SERVICES 


Bahrain continues to provide a regional base for petroleum-related 
construction and engineering firms active in the Gulf area, notably 
the Halliburton Group. General Electric, in partnership with a 





Bahraini firm, maintains its Middle East servicing center for gas 
turbines and other mechanical equipment in Bahrain. In addition, 
several large American oil companies (EXXON, AMOCO and GULF) have 
based various types of regional representation in Bahrain. Many 
British firms as well maintain regional headquarters in Bahrain. 


LABOR 


The use of Bahraini labor in the 1930's in developing the petroleum 
industry, first in Bahrain itself and then in Saudi Arabia's Eastern 
Province, gave Bahrain a long lead among the Gulf states in developing 
a relatively skilled and industrially disciplined work force. 


In today's boom conditions there are no unemployed Bahrainis who wish 
to work. The role of imported ("expatriate") labor is increasing 
rapidly. Through 1974 Bahrain continued to keep about a fifty/fifty 
balance in its labor force between Bahrainis and non-Bahrainis. In 
1975, however, with the issuance of more than 20,000 work permits, the 
labor force became approximately sixty/forty non-Bahraini. Even so, 
Bahrain is still distinguished from most of its Gulf neighbors in that 
it boasts a relatively large indigenous working population. In 1975 
increasing numbers of Koreans, Filipinos and Thai have been augmenting 
the more traditional sources (both skilled and unskilled) of foreign 
labor -- Pakistan, India, Oman and Iran. 


Although 1975 was a quiet year on the labor front, the Bahraini working 
class has a history of protest and has been sorely hit by the cost-of- 
living and housing problems noted above. In 1976 the Government plans 
to issue a new labor law containing detailed provisions on the rights 
and responsibilities of both employer and employee and defining the 
role of labor unions. 


SERVICES 
A. BANKING 


Until 1975 Bahrain presented at best a modest opportunity for foreign 
banks, largely because of its relatively oil-poor position in comparison 
to Gulf neighbors. This still remains the case for the domestic 
Bahraini market, although three American banks are among the sixteen 
foreign banks licensed for commercial services in Bahrain (Chase 
Manhattan, First National City Bank and Continental Bank of Illinois). 
In mid-1975, however, the Bahrain Monetary Agency issued a notification 
of its intent to promote Bahrain as a regional banking center. The 
Off-Shore Banking Unit (OBU) program allows international banks to 
operate, with a minimum of Bahraini regulation, a money market outside 
Bahrain while using Bahrain as the office base. The program, which 





seems to have the tacit blessing of neighboring Arab states, has found 
eager acceptance amongst the world banking community and several banks 
are preparing to launch operations. They include the already resident 
Chase Manhattan and First National City Bank, as well as American 
Express International Banking, Bank of America and Manufacturers Hanover 
Trust, in addition to many leading European banks. 


B. HOTELS 


Bahrain's painful recent shortage of first class hotel accommodations 
seems soon to be relieved. The opening of the Bahrain Hilton at the 
beginning of 1976 will touch off an explosion of American-managed 
hotels, including: Ramada Inn (1976), Sheraton (1977), Holiday Inn 
(1977-78) and Intercontinental (1978-79). All are counting on 
Bahrain's role as a regional services center as well as increasing 
"tourist" travel by nationals of neighboring states. 


C. TRANSPORT AND COMMUNICATIONS 


Bahrain continues to maintain its position as the most-frequented Gulf 
transit point on Europe-Far East routes. Most major European and 
Asian international lines have frequent flights through Bahrain 
connecting with the regional carrier, Bahrain-based Gulf Airways. 
Gulf Airways, which is jointly and equally owned by the four Gulf 
states of Oman, United Arab Emirates, Qatar and Bahrain, is rapidly 
expanding its fleet and services. Bahrain's International Airport, 
opened in 1971 and under expansion, already handles frequent Boeing 
747 traffic and provides the only Middle East stop for Concorde 
services. Total traffic, both regional and international, passing 
through Bahrain continues to increase rapidly. The first nine months 
of 1975 saw nearly 400,000 people pass through the airport (up from 
135,000 in 1971). 


Bahrain's efficient telephone, cable and telex systems are another 
facet of its appeal as a regional business center and distinguish it 
from most of its neighboring states. 


D. PORT FACILITIES AND COMMERCE 


Port delays continue to be one of the major constraints in economic 
development in the Gulf region. Bahrain's only port, Mina Sulman, 
has been experiencing delays similar but less severe than those being 
faced in other Gulf ports during 1975. Most of the year there has 
been an approximately twenty day waiting period for ships intending 
to discharge their cargo in Bahrain. Imports for the local market 
include supplies for major infrastructural projects (cement, pipes 
etc.), housing construction materials, foodstuffs, etc. There are 
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currently six berths at the port; by 1979 there should be 
another six. Approximately one-third of the goods which pass 
through the port are destined for other Gulf states, principally 
Saudi Arabia, but also the United Arab Emirates and Iran. Trade 
with the United States continues to increase each year. In 1974, 
the United States was the chief supplier to Bahrain, accounting 
for eighteen percent of Bahrain's imports, valued at about $80 
million. In 1975 Bahrain imported more than $90 million worth 
of goods from the United States, a total which again appears to 
have superseded the United Kingdom traditionally the primary 
supplier of imported goods. Automobiles, cigarettes, asphalt, 
pipes, gas turbines, heating and cooling equipment, pumps and 
related spare parts accounted for most of this total. 





PART B - IMPLICATIONS FOR THE UNITED STATES 
BACKGROUND 


The rapidly expanding regional and local markets for consumer and 
capital goods present ample opportunities for aggressive American 
export promotion in Bahrain. Since, however, the United States is 
not a traditional supplier except to the petroleum industry, the 
construction boom, which has been on-going since the 1973 oil price 
increases, has largely benefitted British, Dutch, West German and now 
Korean firms. So far, few American firms have bid on, and none has 
won, important contracts in Bahrain. 


WHAT TO DO 


Although American suppliers are still not fully price competitive in 
Bahrain, they enjoy a reputation for relative quality of product and, 
sometimes, for prompt delivery. These two factors are increasingly 
considerations in major Bahraini purchases of goods and services. 


Interested American firms should visit the region, personally meeting 
local merchants and government officials concerned with future projects. 
Personal relations count for a great deal in the Arab world and American 


firms are often at a disadvantage in this regard in comparison to the 
traditional suppliers. The Gulf region promises to be of long-term 
interest to American business; therefore American companies obtaining 
initial contracts should make special efforts to perform well, for 
reputations, good and bad, travel fast in the area. 


On the basis of Embassy reporting, the Department of Commerce can 
provide American companies information on potential Bahraini business 
contacts as well as "Major Export Projects" and "Foreign Government 
Tenders". The Embassy can supply interested businessmen with infor- 
mation on local laws on foreign investment, commercial agencies and 
incorporation as well as local practices which are not codified. For 
those businessmen who visit Bahrain, the Embassy can facilitate initial 
contacts with key government officials as well as private merchants. 


OPPORTUNITIES 

A. GENERAL 

Key areas in which there appears to be scope for expanded trade with 
Bahrain include the following: heavy machinery, chemicals, building 


materials and equipment, automobiles, foodstuffs and materials handling 
equi pment. 





B. CONTRACTORS AND CONSULTANTS 


In recent years American firms generally have not responded to chances 
to participate in Bahrain's development. Recently, major tenders, 

such as the ASRY Dry Dock construction ($138 million), received no 
American bids. The Department of Commerce maintains a current list of 
Foreign Government Tenders as well as a Major Exports Projects Listing. 
Although it is not necessary to have a local agent in order to submit 
a bid, those awarded contracts are expected to make arrangements with 
a suitable local firm. Over the next few years, specific opportunities 
can be expected in the fields of housing and office construction, 
aluminum-related industries, water and sewage system expansion as well 
as power generation programs. A further major project, a causeway 
linking Bahrain with the Eastern Province of Saudi Arabia, is currently 
under study by both governments. If the decision is made to proceed 
with the 18-20 mile long causeway, its construction will be a very 
major project. 


C. INVESTMENT 


The Government of Bahrain's policy is to encourage foreign investment. 
Recent legislation requires fifty-one percent Bahraini participation 
in local companies, with a few exceptions based on technological and 
developmental considerations. Certain incentives are offered by the 
Government to private investors; there are no corporate or personal 
income taxes and no restriction on convertibility or repatriation of 
capital and profits. There is a free port industrial area where 
investors can lease land on concessionary terms. Currently full, it 
is to be expanded. Raw materials and products are exempt from customs 
duties if the resultant manufactured product is exported. Capital 
equipment is usually exempt from customs duties. 


While Bahrain has begun to temper its enthusiasm for increased foreign 
investment because of the strains on the local infrastructure following 
the post-1973 regional boom, there is continuing interest in promoting 
undertakings related to the two new major industries: the aluminum 
smelter and the dry dock. American business interests making sound 
proposals to participate in the growth of these sectors can expect a 
helpful response from both Bahraini businessmen and Government. 


The other major area of interest is public housing. Planning is 
underway to launch a sizeable public housing scheme in 1976. 


There is also local interest in joint ventures in dredging projects. 





D. BAHRAIN AS A GULF CENTER 


Location, relative ease of communication, social climate, government 
policies and relative availability of labor combine to make Bahrain a 
choice site for a regional headquarters. Less rich than any of its 
neighbors, Bahrain is all the more enthusiastic about inviting 
participation in its economy by those in a position to contribute to 
its pursuit of social and economic development. 
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